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A. INTRODUCTION

This Carolinas’ Cost Allocation Manual (CAM) documents the guidelines and procedures

for allocating costs between the different business units impacting DEC and DEP. The guidelines

are intended to provide the foundation for proper identification and recording of transactions

involving the exchange of services or goods between DEC/DEP and its Affiliates. These guidelines

describe the allocation methods that are consistent with cost causation principles, in order to ensure

one Duke Energy entity does not subsidize another.

Per the Regulatory Conditions in Docket No. E-2, Sub 998 and Docket No. E-7, Sub 986 by

Order of the North Carolina Utilities Commission issued June 29, 2012, the following merger

conditions apply to the CAM:

• Section 5.5 — Charges for and Allocations of the Costs of Affiliate Transaction. To

the maximum extent practicable, all costs of Affiliate transactions shall be directly

charged. When not practicable, such costs shall be assigned in proportion to the

direct charges. if such costs are of a nature that direct charging and direct

assignment are not practicable, they shall be allocated in accordance with

Commission-approved allocation methods. The following additional provisions

shall apply:

(a) DEC and DEP1 shall keep on file with the Commission a CAM with

respect to goods or services provided by DEC or DEP, any Utility

Affiliate, DEBS or PESC, any other Non-Utility Affiliate, Duke Energy,

and other Affiliates, or any Nonpublic Utility Operation to either DEC or

DEP.

(b) Each CAM shall describe how all directly charged, direct assignment, and

other costs for each provider of goods and services will be charged

between and among DEC, DEP, their Utility Affiliates, Non-Utility

Affiliates, Duke Energy, any other Affiliates, and the Nonpublic Utility

Here and throughout this CAM, the abbreviation ‘PEC” has been replaced with “DEP”, as appropriate. for
consistency with the name change going forward.
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Operations, and shall include a detailed review of the common costs to be

allocated and the allocation factors to be used.

(c) The CAM(s) shall be updated annually, and the revised CAM(s) shall be

filed with the Commission no later than March 31 of the year that the

CAM(s) are to be in effect. DEC and DEP shall review the

appropriateness of the allocation bases every two years, and the results of

such review shall be filed with the Commission. Interim changes shall be

made to the CAM(s), if and when necessary, and shall be filed with the

Conmiission, in accordance with Regulatory Condition 5.6.

(d) No changes shall be made to the procedures for direct charging, direct

assigning, or allocating the costs of Affiliate transactions or to the method

of accounting for such transactions associated with goods and services

(including Shared Services provided by DEBS or PESC) provided to or

by Duke Energy, other Affiliates, and the Non-Public Utility Operations

until DEC or DEP has given 15 days’ notice to the Commission of the

proposed changes, in accordance with Regulatory Condition 5.6.

• Section 5.6 — Procedures Regarding Interim Changes to the CAM(s) or Lists of

Goods and Services for which 15 Days’ Notice is Required. With respect to interim

changes to the CAM(s) or changes to lists of goods and services, for which the 15

day notice to the Commission is required, the following procedures shall apply: the

Public Staff shall file a response and make a recommendation as to how the

Commission should proceed before the end of the notice period. If the Commission

has not issued an order within 30 days of the end of the notice period, DEC or DEP

may proceed with the changes but shall be subject to any fully adjudicated

Commission order on the matter. The provisions of Regulatory Condition 13.2 do

not apply to advance notices filed pursuant to Regulatory Condition 5.5(c) and (d).

Such advance notices shall be filed in Docket Nos. E-7, Sub 986A, and E-2, Sub

998A.
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In addition to the CAM as a cost charging guide, DEC and DEP use OpenPages to track

compliance with regulatory requirements. OpenPages is administered by Corporate Compliance,

which serves both DEC and DEP. OpenPages allows a regulatory requirement to be broken down

into actionable tasks and assigned to one or more individuals. Individuals must complete tasks

assigned and report completion by a certain date. OpenPages is integral to DEC’s and DEP’s

culture of compliance.
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B. SUMMARY OF CORPORATE STRUCTURE

• Duke Energy Corporation
o Bison Insurance Company Limited
o Cinergy Corp.

Cinergy Global Resources, Inc.
• Cinergy Investments, Inc.
• Cinergy Receivables Company, LLC
• Cinergy Wholesale Energy, Inc.
• Duke Energy Indiana, Inc.
• Duke Energy Ohio, Inc.
• Duke Energy Kentucky, Inc.
• Duke Energy Transmission Holding Company, LLC
• Duke Technologies, Inc.

o Duke Energy Renewables NC Solar
o Duke Energy Carolinas, LLC
o Duke Energy Corporate Services, Inc.
o Duke Energy Registration Services, Inc.
o Progress Energy, Inc.

• Duke Energy Progress, Inc.
• Florida Progress Corporation

a Duke Energy Florida, Inc.
Strategic Resource Solutions Corp.

Duke Energy corporation —

Simplified and Partial Legal
Entity Structure
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C. NORTH CAROLINA CODE OF CONDUCT
(as approved by the North carolina Utilities Commission)

This section contains the complete text of the ‘official’ Code, approved by the North Carolina Utilities
Commission, which governs DEC’s and DEP’s transactions with affiliates. This Code applies in North
Carolina and South Carolina.

CODE OF CONDUCT
GOVERNING THE RELATIONSHIPS,

ACTIVITIES, AND TRANSACTIONS BETWEEN
AND AMONG THE PUBLIC UTILITY OPERATIONS

OF DEC. THE PUBLIC UTILITY OPERATIONS OF PEC,
DUKE ENERGY CORPORATION, OTHER AFFILIATES, AND
THE NONPUBLIC UTILITY OPERATIONS OF DEC AND PEC

I. DEFINITIONS

For the purposes of this Code of Conduct, the terms listed below shall have the following definitions:

Affiliate: Duke Energy and any business entity of which ten percent (10%) or more is owned or
controlled, directly or indirectly, by Duke Energy. For purposes of this Code of Conduct, Duke
Energy and any business entity controlled by it are considered to be Affiliates of each other and DEC
and PEC are considered to be Affiliates of each other.

Commission: The North Carolina Utilities Commission.

Confidential Systems Operation Information: Nonpublic information that pertains to Electric
Services provided by DEC or PEC, including but not limited to information concerning electric
generation, transmission, distribution, or sales.

Customer: Any retail electric customer of DEC or PEC in North Carolina.

Customer Information: Non-public information or data specific to a Customer or a group of
Customers, including, but not limited to, electricity consumption, load profile, billing history, or
credit history that is or has been obtained or compiled by DEC or PEC in connection with the
supplying of Electric Services to that Customer or group of Customers.

DEBS: Duke Energy Business Services, LLC, and its successors, which is a service company
Affiliate that provides Shared Services to DEC, PEC, Duke Energy, other Affiliates, or the Nonpublic
Utility Operations of DEC or PEC, singly or in any combination.

DEC: Duke Energy Carolinas, LLC, the business entity, wholly owned by Duke Energy, that holds
the franchise granted by the Commission to provide Electric Services within DhC’s North Carolina
service territory and that engages in public utility operations, as defined in OS. 62-3(23), within the
State of North Carolina.
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Duke Energy: Duke Energy Corporation, which is the current holding company parent of DEC and
PEC, and any successor company.

Electric Services: Commission-regulated electric power generation, transmission. distribution,
delivery, and sales, and other related services, including, but not limited to, administration of
Customer accounts and rate schedales, metering, billing, standby service, backups, and changeovers
of service to other suppliers.

Fuel and Purchased Power Supply Services: All fuel for generating electric power and purchased
power obtained by DEC or PEC from sources other than DEC or PEC for the purpose of providing
Electric Services.

Fully Distributed Cost: All direct and indirect costs, including overheads and an appropriate cost of
capital, incurred in providing goods or services to another business entity; provided, however, that
(a) for each good and service supplied by DEC or PEC, the return on common equity utilized in
determining the appropriate cost of capital shall equal the return on common equity authorized by the
Commission in the supplying utility’s most recent general rate case proceeding; (b) for each good
and service supplied to DEC or PEC, the appropriate cost of capital shall not exceed the overall cost
of capital authorized in the supplying utility’s most recent general rate case proceeding; and (c) for
each good and service supplied by DEC and PEC to each other, the return on common equity utilized
in determining the appropriate cost of capital shall not exceed the lower of the returns on common
equity authorized by the Commission in DEC’s and PEC’s most recent general rate case proceedings.

JDA: Joint Dispatch Agreement, which is the agreement as filed with the Commission on June 22,
2011, and as amended and refiled on June 12, 2012, in Docket Nos. E-7, Sub 986, and E-2, Sub 998.

Market Value: The price at which property, goods, and services would change hands in an arm’s
length transaction between a buyer and a seller without any compulsion to engage in a transaction,
and both having reasonable knowledge of the relevant facts.

Merger: All transactions contemplated by the Agreement and Plan of Merger between Duke Energy
and Progress Energy.

Natural Gas Services: Natural gas sales and natural gas transportation, and other related services,
including, but not limited to, metering and billing.

Nonpublic Utility Operations: All business operations engaged in by DEC or PEC involving
activities (including the sales of goods or services) that are not regulated by the Commission, or
otherwise subject to public utility regulation at the state or federal level.

Non-Utility Affiliate: Any Affiliate, including DEBS and PESC, other than a Utility Affiliate, DEC, or
PEC.

PEC: Progress Energy Carolinas, Inc., the business entity, wholly owned by Duke Energy, that holds the
franchises granted by the Commission to provide Electric Services within the North Carolina service territory
of PEC arid that engages in public utility operations, as defined in G.S. 62-3(23), within the State of North
Carolina.

Personnel: An employee or other representative of DEC, PEC. Duke Energy, another Affiliate, or a
Nonpublic Utility Operation, who is involved in fulfilling the business purpose of that entity.
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PESC: Progress Energy Services Company and its successors, which is a service company Affiliate
that provides Shared Services to PEC, DEC, Duke Energy, other Affiliates, or the Nonpublic Utility
Operations of DEC or PEC, individually or in combination.

Progress Energy: Progress Energy, Inc., which is the former holding company parent of PEC, and
which became a subsidiary of Duke Energy after the close of the Merger, and any successors.

Public Staff: The Public Staff of the North Carolina Utilities Commission.

Regulatory Conditions: The conditions imposed by the Commission in connection with or related to
the Merger.

Shared Services: The services that meet the requirements of the Regulatory Conditions approved in
Docket Nos. E-7, Sub 986, and E-2, Sub 998, or subsequent orders of the Commission and that the
Commission has explicitly authorized DEC or PEC to take from DEBS or PESC pursuant to a service
agreement (a) filed with the Commission pursuant to G.S. 62-153(b), thus requiring acceptance and
authorization by the Commission, and (b) subject to all other applicable provisions of North Carolina
law, the rules and orders of the Commission, and the Regulatory Conditions.

Utility Affiliates: The regulated public utility operations of Duke Energy Indiana, Inc. (Duke Indiana),
Duke Energy Kentucky, Inc. (Duke Kentucky), and Florida Power Corporation, dfb/a Progress Energy
Florida (PEF); and the regulated transmission and distribution operations of Duke Energy Ohio, Inc.
(Duke Ohio).

II. GENERAL

This Code of Conduct establishes the minimum guidelines and rules that apply to the
relationships, transactions, and activities involving the public utility operations of DEC, PEC, Duke
Energy, other Affiliates, or the Nonpublic Utility Operations of DEC and PEC, to the extent such
relationships, activities, and transactions affect the operations or costs of utility service experienced by
the public utility operations of DEC and PEC in their respective service areas. DEC, PEC, and the
other Affiliates are bound by this Code of Conduct pursuant to Regulatory Condition 6.1 approved by
the Commission in Docket Nos. E-2, Sub 998, and E-7, Sub 986. This Code of Conduct is subject to
modification by the Commission as the public interest may require, including, but not limited to,
addressing changes in the organizational structure of DEC, PEC, Duke Energy, other Affiliates, or the
Nonpublic Utility Operations; changes in the structure of the electric industry; or other changes that
warrant modification of this Code.

DEC or PEC may seek a waiver of any aspect of this Code of Conduct by filing a request with the
Commission showing that exigent circumstances in a particular case justify such a waiver.

Ill. STANDARDS OF CONDUCT

A. Independence and Information Sharing

1. Separation - DEC, PEC. Duke Energy, and the other Affiliates shall operate
independently of each other and in physically separate locations to the maximum extent practicable.
DEC, PEC, Duke Energy, and each of the other Affiliates shall maintain separate books and records.
Each of DEC’s and PEC’s Nonpublic Utility Operations shall maintain separate records from those of
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DECs and PEC’s public utility operations to ensure appropriate cost allocations and any arm’s-
length-transaction requirements.

2. Disclosure of Customer Information:

(a) Upon request, and subject to the restrictions and conditions contained herein,
DEC and PEC may provide Customer Information to Duke Energy, another
Affiliate, or a Nonpublic Utility Operation under the same terms and
conditions that such information is provided to non-Affiliates.

(b) Except as provided in Section 1II.A.2.(f) below, Customer Information shall
not be disclosed to any person or company, without the Customer’s consent,
and then only to the extent specified by the Customer. Consent to disclosure
of Customer Information to Affiliates or Nonpublic Utility Operations may be
obtained by means of written authorization, electronic authorization or
recorded verbal authorization upon providing the Customer with the
information set forth in Attachment A; provided, however, that DEC and PEC
retain such authorization for verification purposes for as long as the
authorization remains in effect.

(c) If the Customer allows or directs DEC or PEC to provide Customer
Information to Duke Energy, another Affiliate, or a Nonpublic Utility
Operation, then DEC or PEC shall ask the Customer if he, she, it would like
the Customer Information to be provided to one or more non-Affiliates. If the
Customer directs DEC or PEC to provide Customer Information to one or
more non-Affiliates, the Customer Information shall be disclosed to all
entities designated by the Customer contemporaneously and in the same
manner.

(d) Sections lH.A.2.(a), 2.(b), and 2.(c) herein shall be permanently posted on
DEC’s and PEC’s website.

(e) No DEC or PEC employee who is transferred to Duke Energy or another
Affiliate will be permitted to copy or otherwise compile any Customer
Information for use by such entity except pursuant to written permission from
the Customer, as reflected by a signed Data Disclosure Authorization.
Neither DEC nor PEC shall transfer any employee to Duke Energy or another
Affiliate for the purpose of disclosing or providing Customer Information to
such entity.

(f) Notwithstanding the prohibitions established by this Section III.A.2, DEC and
PEC may disclose Customer Information to DEBS, PESC, any other Affiliate,
a Nonpublic Utility Operation or a non-affiliated third party without
Customer consent, but only to the extent necessary for the Affiliate,
Nonpublic Utility Operation or non-affiliated third party to provide goods or
services to DEC or PEC and upon their explicit agreement to protect the
confidentiality of such Customer Information. To the extent the Commission
approves a list of services to be provided and taken pursuant to one or more utility-
to-utility service agreements, then Customer Information may be disclosed pursuant
to the foregoing exception to the extent necessary for such services to be performed.
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(g) DEC and PEC shall take appropriate steps to store Customer Information in
such a manner as to limit access to only those persons permitted to receive it
and shall require all persons with access to such information to protect its
confidentiality.

(h) DEC and PEC shall establish guidelines for its employees and representatives
to follow with regard to complying with this Section ffl.A.2.

(i) No DEBS or PESC employee may use Customer Information to market or sell any
product or service to DEC’s or PEC’s Customers, except in support of a
Commission-approved rate schedule or program or a marketing effort managed and
supervised directly by DEC or PEC.

(j) DEBS and PESC employees with access to Customer Information must be
prohibited from making any improper indirect use of the data, including directing or
encouraging any actions based on the Customer Information by employees of
DEBS or PESC that do not have access to such information, or by other employees
of Duke Energy or other Affiliates or Nonpublic Utility Operations of the Utilities.

(k) Should any inappropriate disclosure of DEC or PEC Customer Information occur at
any time, DEC or PEC is required to promptly file a statement with the Commission
in this docket describing the circumstances of the disclosure, the Customer
information disclosed, the results of the disclosure, and the mitigating and/or other
steps taken to address the disclosure.

3. The disclosure of Confidential Systems Operation Information of DEC and PEC
(referred to hereinafter as ‘Information”) shall be governed as follows:

(a) Such Information shall not be disclosed by DEC or PEC to an Affiliate or a
Nonpublic Utility Operation unless it is disclosed to all competing non-
Affiliates contemporaneously and in the same manner. Disclosure to non-
Affiliates is not required when disclosure to Affiliates or Nonpublic Utility
Operations meets one of the following exceptions:

(i) The information is provided to employees of DEC or PEC for the
purpose of implementing, and operating pursuant to, the IDA in
accordance with the Regulatory Conditions approved in Docket Nos.
E-7, Sub 986, and E-2, Sub 998;

(ii) The Information is necessary for the performance of services approved to
be performed pursuant to one or more Affiliate utility-to-utility service
agreements;

(iii) A state or federal regulatory agency or court having jurisdiction over
the disclosure of the Information requires the disclosure;

(iv) The Information is provided to employees of DEBS or PESC pursuant
to a service agreement filed with the Commission pursuant to G.S. 62-
153;
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(v) The Information is provided to employees of DEC’s or PEC’s Utility
Affiliates for the purpose of sharing best practices and otherwise improving
the provision of regulated utility service;

(vi) The Information is provided to an Affiliate pursuant to an agreement
filed with the Commission pursuant to G.S. 62-153, provided that the
agreement specifically describes the types of Information to be
disclosed;

(vii) Disclosure is otherwise essential to enable DEC or PEC to provide
Electric Services to their Customers; or

(viii) Disclosure of the Information is necessary for compliance with the
Sarbanes-Oxley Act of 2002.

(b) Any Information disclosed pursuant to the exceptions in Section III.A.3(a),
above, shall be disclosed only to employees that need the information for the
purposes covered by those exceptions and in as limited a manner as possible.
The employees receiving such Information must be prohibited from acting as
conduits to pass the Information to any Affiliate(s) and must have explicitly
agreed to protect the confidentiality of such Information.

(c) For disclosures pursuant to exceptions (vii) and (viii) in Section II1.A.3(a),
above, DEC and PEC shall include in their annual affiliated transaction
reports the following information:

(i) The types of Information disclosed and the name(s) of the Affiliate(s)
to which it is being, or has been, disclosed;

(ii) The reasons for the disclosure; and

(iii) Whether the disclosure is intended to be a one-time occurrence or an
ongoing process.

To the extent a disclosure subject to the reporting requirement is intended to
be ongoing, only the initial disclosure and a description of any processes
governing subsequent disclosures need to be reported.

(d) DEC, PEC, DEBS, and PESC employees with access to CSOI must be prohibited
from making any improper indirect use of the data, including directing or
encouraging any actions based on the CSOI by employees that do not have access to
such information, or by other employees of Duke Energy or other Affiliates or
Nonpublic Utility Operations of DEC and PEC.

(e) Should the handling or disclosure of DEC’s or PEC’s Market Information,
Transmission Information, or other CSOI by DEBS, PESC, or another Affiliate or
Nonpublic Utility Operation, or their respective employees, result in (i) a violation
of the FERC Standards of Conduct or Affiliate Restrictions, 18 CFR § 358 -

Standards of Conduct for Transmission Providers and 18 CFR § 35.39-Affiliate
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Restrictions), or any other relevant FERC standards or codes of conduct, (ii) the
posting of such data on an OASIS or other Internet website, or (iii) other public
disclosure of the data, DEC or PEC shall promptly file a statement with the
Commission in Docket Nos. E-7, Sub 986C, and E-2, Sub 998C, respectively,
describing the circumstances leading to such violation, posting, or other public
disclosure, any data required to be posted or otherwise publicly disclosed, and the
mitigating andlor other steps taken to address the current or any future potential
violation, posting, or other public disclosure.

(1) Should any inappropriate disclosure of CSOI occur at any time, DEC or PEC shall
promptly file a statement with the Commission in Docket Nos. E-7, Sub 986C, or E
2, Sub 998C, respectively, describing the circumstances of the disclosure, the CSOI
disclosed, the results of the disclosure, and the mitigating and/or other steps taken to
address the disclosure.

(g) Unless publicly noticed and generally available, should the FERC Affiliate
Restrictions, the Transmission Standards, or any other relevant FERC standards or
codes of conduct be eliminated, amended, superseded, or otherwise replaced, DEC
and PEC shall file a letter in Docket Nos. E-7, Sub 986E, and E-2, Sub 998E, with
the Commission describing such action within 60 days of the action, along with a
copy of any amended or replacement document.

B. Nondiscrimination

1. DEC’s and PEC’s employees and representatives shall not unduly discriminate against
non-Affiliated entities.

2. In responding to requests for Electric Services, neither DEC nor PEC shall provide any
preference to Duke Energy, another Affiliate, or a Nonpublic Utility Operation, nor to any customers
of such an entity, as compared to non-Affiliates or their customers. Moreover, neither DEC, PEC,
Duke Energy, nor any other Affiliates shall represent to any person or entity that Duke Energy,
another Affiliate, or a Nonpublic Utility Operation will receive any such preference.

3. DEC and PEC shall apply the provisions of their respective tariffs equally to Duke
Energy, the other Affiliates, the Nonpublic Utility Operations, and non-Affiliates.

4. DEC and PEC shall process all similar requests for Electric Services in the same timely
manner, whether requested on behalf of Duke Energy, another Affiliate, a Nonpublic Utility
Operation, or a non-Affiliated entity.

5. No personnel or representatives of DEC. PEC, Duke Energy, or another Affiliate shall
indicate, represent, or otherwise give the appearance to another party that Duke Energy or another
Affihate speaks on behalf of DEC or PEC; provided however, that this prohibition shall not apply to
employees of DEBS or PESC providing Shared Services or to employees of another Affiliate to the
extent explicitly provided for in an affiliate agreement that has been accepted by the Commission. In
addition, no personnel or representatives of a Nonpublic Utility Operation shall indicate, represent, or
otherwise give the appearance to another party that they speak on behalf of DEC’s or PEC’s
regulated public utility operations.
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6. No personnel or representatives of DEC, PEC, Duke Energy, another Affiliate, or a
Nonpublic Utility Operation shall indicate, represent, or otherwise give the appearance to another
party that any advantage to that party with regard to Electric Services exists as the result of that party
dealing with Duke Energy, another Affiliate, or a Nonpublic Utility Operation, as compared with a
non-Affiliate.

7. Neither DEC nor PEC shall condition or otherwise tie the provision or terms of any
Electric Services to the purchasing of any goods or services from, or the engagement in business of
any kind with, Duke Energy, another Affiliate, or a Nonpublic Utility Operation.

8. When any employee or representative of DEC or PEC receives a request for
information from or provides information to a Customer about goods or services available from Duke
Energy, another Affiliate, or a Nonpublic Utility Operation, the employee or representative shall
advise the Customer that such goods or services may also be available from non-Affiliated suppliers.

9. Disclosure of Customer Information to Duke Energy, another Affiliate, a Nonpublic
Utility Operation, or a non-Affiliated entity shall be governed by Section 1l[.A.2 of this Code of
Conduct.

C. Marketing

I. The public utility operations of DEC and PEC may engage in joint sales, joint sales
calls, joint proposals, or joint advertising (a joint marketing arrangement) with their Utility Affiliates
and with their Nonpublic Utility Operations, subject to compliance with other provisions of this Code
of Conduct and any conditions or restrictions that the Commission may hereafter establish. Neither
DEC nor PEC shall otherwise engage in such joint activities without making such opportunities
available to comparable third parties.

2. Neither Duke Energy nor any of the other Affiliates shall use the names or logos of
DEC or PEC in any communications unless a disclaimer is included that states the following:

(a) “[Duke Energy Corporation/Affiliate) is not the same company as
[DEC/PEC], and [Duke Energy Corporation/Affiliate) has separate
management and separate employees”;

(b) [Duke Energy Corporation/Affiliatel is not regulated by the North Carolina
Utilities Commission or in any way sanctioned by the Commission”;

(c) “Purchasers of products or services from [Duke Energy Corporation/Affiliate]
will receive no preference or special treatment from [DEC/PEC]”; and

(d) “A customer does not have to buy products or services from [Duke Energy
Corporation/Affiliate] in order to continue to receive the same safe and reliable
electric service from [DEC/PECI.’

3. Nonpublic Utility Operations may not use the names or logos of DEC or PEC in any
communications unless a disclaimer is included that states the following:

Last Revised, March 2014 Page 13



Duke Energy Carolinas and Duke Energy Progress
Docket No. E-7, Sub 986A and Docket No. E-2, Sub 998A

Cost Allocation Manual

(a) ‘[Nonpublic Utility Operation] is not part of the regulated services offered by
[DECIPEC] and is not in any way sanctioned by the North Carolina Utilities
Commission;

(b) ‘Purchasers of products or services from [Nonpublic Utility Operation] will
receive no preference or special treatment from [DEC/PEC]’; and

(c) A customer does not have to buy products or services from [Nonpublic Utility
Operation] in order to continue to receive the same safe and reliable electric
service from [DEC/PEC].”

The required disclaimer must be sized and displayed in a way that is commensurate with the
name and logo so that the disclaimer is at least the larger of one-half the size of the type that first
displays the name and logo or the predominant type used in the communication.

D. Transfers of Goods and Services, Transfer Pricing, and Cost Allocation

1. Cross-subsidies involving DEC or PEC and Duke Energy, other Affiliates, or the
Nonpublic Utility Operations are prohibited.

2. All costs incurred by personnel or representatives of DEC or PEC for or on behalf of
Duke Energy, other Affiliates, or the Nonpublic Utility Operations shall be charged to the entity
responsible for the costs.

3. As a general guideline, with regard to the transfer prices charged for goods and services,
including the use or transfer of personnel, exchanged between and among DEC or PEC, and Duke
Energy, the other Non-Utility Affiliates, and the Nonpublic Utility Operations, to the extent such prices
affect DEC’s or PEC’s operations or costs of utility service, the following conditions shall apply:

(a) Except as otherwise provided for in this Section I1I.D, for untariffed goods
and services provided by DEC or PEC to Duke Energy, a Non-Utility
Affiliate, or a Nonpublic Utility Operation, the transfer price paid to DEC or
PEC shall be set at the higher of Market Value or DEC’s or PEC’s Fully
Distributed Cost.

(b) Except as otherwise provided for in this Section Hl.D, for goods and services
provided, directly or indirectly, by Duke Energy, a Non-Utility Affiliate other
than DEBS or PESC, or a Nonpublic Utility Operation to DEC or PEC, the
transfer price(s) charged by Duke Energy, the Non-Utility Affiliate, and the
Nonpublic Utility Operation to DEC or PEC shall be set at the lower of
Market Value or Duke Energy’s, the Non-Utility Affiliate’s, or the Nonpublic
Utility Operation’s Fully Distributed Cost(s). If DEC orPEC do not engage
in competitive solicitation and instead obtain the goods or services from Duke
Energy, a Non-Utility Affiliate, or a Nonpublic Utility Operation, DEC and
PEC shall implement adequate processes to comply with this Code provision
and related Regulatory Conditions and ensure that in each case DEC’s and
PEC’s Customers receive service at the lowest reasonable cost. For goods and
services provided by DEBS and PESC to DEC, PEC, and Utility Affiliates, the
transfer price charged shall be set at DEBS’ and PESC’s Fully Distributed Cost.
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(c) Tariffed goods and services provided by DEC and PEC to Duke Energy, other
Affiliates, or a Nonpublic Utility Operation shall be provided at the same
prices and terms that are made available to Customers having similar
characteristics with regard to Electric Services (such as time of use, manner
of use, customer class, load factor, and relevant Standard Industrial
Classification) under the applicable tariff.

(d) Subject to and in compliance with all conditions placed upon DEC and PEC
by the Commission, untariffed non-power, non-generation, or non-fuel goods
and services provided by DEC or PEC to DEC, PEC, or the Utility Affiliates
or by the Utility Affiliates to DEC or PEC, shall be transferred at the
suppliers Fully Distributed Cost.

4. To the extent that DEC, PEC, Duke Energy, other Affiliates, or the Nonpublic Utility
Operations receive Shared Services from DEBS or PESC (or their successors), these Shared Services
may be jointly provided to DEC, PEC, Duke Energy, other Affiliates, or the Nonpublic Utility
Operations on a fully distributed cost basis, provided that the taking of such Shared Services by DEC
and PEC is cost beneficial on a service-by-service (e.g., accounting management, human resources
management, legal services, tax administration, public affairs) basis to DEC and PEC. Charges for
such Shared Services shall be allocated in accordance with the cost allocation manual(s) filed with
the Commission pursuant to Regulatory Condition 5.5, subject to any revisions or other adjustments
that may be found appropriate by the Commission on an ongoing basis.

5. DEC. PEC, and their Utility Affiliates may capture economies-of-scale in joint
purchases of goods and services (excluding the purchase of natural gas, coal, and electricity or
ancillary services intended for resale), if such joint purchases result in cost savings to DEC’s and
PEC’s Customers, DEC, PEC, Duke Indiana, Duke Kentucky, and PEF, may capture economies-of-
scale in joint purchases of coal and natural gas, if such joint purchases result in cost savings to
DEC’s and PEC’s Customers. Notwithstanding the foregoing, if any of the coal or natural gas jointly
purchased by DEC, PEC, Duke Indiana, Duke Kentucky, or PEF is transferred to or utilized by
another Affiliate within 12 months of the joint purchase, DEC and PEC will file a notification of such
with the Commission. All joint purchases entered into pursuant to this section shall be priced in a
manner that permits clear identification of each participant’s portion of the purchases and shall be
reported in DEC’s and PEC’s affiliated transaction reports filed with the Commission.

6. All permitted transactions between DEC, PEC, Duke Energy, other Affiliates, and the
Nonpublic Utility Operations shall be recorded and accounted for in accordance with the cost
allocation manuals required to be filed with the Commission pursuant to Regulatory Condition 5.5
and with Affiliate agreements accepted by the Commission or otherwise processed in accordance
with North Carolina law, the rules and orders of the Commission, and the Regulatory Conditions.

7. Costs that DEC and PEC incur in assembling, compiling, preparing, or furnishing
requested Customer Information or Confidential Systems Operation Information for or to Duke
Energy, other Affiliates, Nonpublic Utility Operations, or non-Affiliates shall be recovered from the
requesting party pursuant to Section I1T.D.3 of this Code of Conduct.

8. Any technology or trade secrets developed, obtained, or held by DEC or PEC in the
conduct of regulated operations shall not be transferred to Duke Energy, another Affiliate, or a
Nonpublic Utility Operation without just compensation and the filing of 60-days prior notification to
the Commission; provided however, that DEC and PEC are not required to provide advance notice for
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such transfers to each other. DEC and PEC may request a waiver of this requirement from the
Commission with respect to such transfers to Duke Energy, a Utility Affiliate, a Non-Utility Affiliate, or a
Nonpublic Utility Operation. In no case, however, shall the notice period requested be less than 20
business days.

9. DEC and PEC shall receive compensation from Duke Energy, other Affiliates, and the
Nonpublic Utility Operations for intangible benefits, if appropriate.

E. Regulatory Oversight

1. The States existing requirements regarding affiliate transactions, as set forth in G.S.
62-153, shall continue to apply to all transactions between DEC, PEC, Duke Energy, and the other
Affiliates.

2. The books and records of DEC, PEC, Duke Energy, other Affiliates, and the Nonpublic
Utility Operations shall be open for examination by the Commission, its staff, and the Public Staff as
provided in G.S. 62-34, 62-37, and 62-51.

3. To the extent North Carolina law, the orders and rules of the Commission, and the
Regulatory Conditions permit Duke Energy, an Affiliate, or a Nonpublic Utility Operation to supply
DEC or PEC with Natural Gas Services or other Fuel and Purchased Power Supply Services used by
DEC or PEC to provide Electric Services to Customers, and to the extent such Natural Gas Services
or other Fuel and Purchased Power Supply Services are supplied, DEC or PEC shall demonstrate in
its annual fuel adjustment clause proceeding that each such acquisition was prudent and the price was
reasonable.

F. Utility Billing Format

To the extent any biD issued by DEC and PEC, Duke Energy, another Affiliate, a Nonpublic
Utility Operation, or a non-Affiliated third party includes any charges to Customers for Electric
Services and non-Electric Services from Duke Energy, another Affiliate, a Nonpublic Utility
Operation, or a non-Affiliated third party, the charges for the Electric Services shall be separated
from the charges for any other services included on the bill. Each such bill shall contain language
stating that the Customer’s Electric Services will not be terminated for failure to pay for any other
services billed.

G. Complaint Procedure

1. DEC and PEC shall establish complaint procedures to resolve potential complaints that
arise due to the relationship of DEC and PEC with Duke Energy, its other Affiliates, and its
Nonpublic Utility Operations. The complaint procedures shall provide for the following:

(a) Verbal and written complaints shall be referred to a designated representative
of DEC or PEC,

(b) The designated representative shall provide written notification to the
complainant within 15 days that the complaint has been received.

Last Revised, March 2014 Page 16



Duke Energy Carolinas and Duke Energy Progress
Docket No. E-7, Sub 986A and Docket No. E-2. Sub 998A

Cost Allocation Manual

(c) DEC or PEC shall investigate the complaint and communicate the results or
status of the investigation to the complainant within 60 days of receiving the
complaint.

(d) DEC and PEC shall each maintain a log of complaints and related records and
permit inspection of documents (other than those protected by the
attorney/client privilege) by the Commission, its staff, or the Public Staff.

2. Notwithstanding the provisions of Section III.G.l, any complaints received through
Duke Energy’s Ethics Line (or successor), which is a confidential mechanism available to the
employees of the Duke Energy holding company system, shall be handled in accordance with
procedures established for Ethics Line.

3. These complaint procedures do not affect a complainant’s right to file a formal
complaint or otherwise address questions to the Commission.
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CODE OF CONDUCT
ATTACHMENT A

DEC/PEC CUSTOMER INFORMATION DISCLOSURE AUTHORIZATION

For Disclosure to Affiliates:

DEC’s/PEC’s Affiliates offer products and services that are separate from the regulated services
provided by DEC/PEC. These services are not regulated by the North Carolina Utilities Commission
or the Public Service Commission of South Carolina. These products and services may be available
from other competitive sources.

The Customer authorizes DEC/PEC to provide any data associated with the Customer account(s)
residing in any DEC/PEC files, systems or databases [or specify specific types of data] to the
following Affiliate(s)

_______________________.

DEC/PEC will provide this data on a non
discriminatory basis to any other person or entity upon the Customers authorization.

For Disclosure to Nonpublic Utility Operations:

DEC/PEC offers optional, market-based products and services that are separate from the regulated
services provided by DEC/PEC. These services are not regulated by the North Carolina Utilities
Commission or the Public Service Commission of South Carolina. These products and services may
be available from other competitive sources.

The Customer authorizes DEC/PEC to use any data associated with the Customer account(s) residing
in any DEC/PEC files, systems or databases [or specify types of data] for the purpose of offering
and providing energy-related products or services to the Customer. DEC/PEC will provide this data
on a non-discriminatory basis to any other person or entity upon the Customer’s authorization.
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D. SERVICE AGREEMENT LISTS

DEC and DEP currently have the following Service Agreement lists:

• Service Company Utility Service Agreement List
• Operating Companies Service Agreement List
• Operating Companies/Non-Utility Companies Service Agreement List
• Nuclear Services Agreement List

For a complete list of the services, please refer to NCUC Docket No. E-7, Sub 986A
or Docket No. E-2, Sub 998A. These agreements can also be found on the Rates and
Regulatory portal.
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E. GUIDELINES FOR TRANSACTIONS BETWEEN

DECIDEP AND AFFILIATES

The Guidelines for Transactions between DEC/DEP and Affiliates (“Guidelines”) is an
internal document developed to help employees implement the North Carolina Code of Conduct.
The Guidelines may be revised from time to time as necessary to meet changing business
requirements.

These Guidelines are intended to apply to all employees in dealings between DEC/DEP and
its affiliates to assist in compliance with the North Carolina Code of Conduct and North Carolina
and South Carolina state laws, and federal laws concerning affiliate transactions. Application of the
affiliate rules to specific transactions can depend on the specific facts at issue. Any questions
concerning the affiliate rules or these Guidelines should be directed to the subject matter experts
listed later in this section.

A. DEFINITIONS

See the Code of Conduct in Section C in this CAM for definitions. Below are some additional
definitions used throughout the CAM.

Duke Energy Carolinas (DEC): Duke Energy Carolinas, LLC, the business entity, which is an
electric utility subject to the jurisdiction of the North Carolina Utilities Commission, the Public
Service Commission of South Carolina and the Federal Energy Regulatory Commission.

Duke Energy Progress (DEP) (formally known as Progress Energy Carolinas (PEC)): Duke
Energy Progress, the business entity, which is an electric utility subject to the jurisdiction of the
North Carolina Utilities Commission, the Public Service Commission of South Carolina and the
Federal Energy Regulatory Commission.

FERC: Federal Energy Regulatory Commission

NCUC: North Carolina Utilities Commission

ORS: Office of Regulatory Staff in South Carolina

PSCSC: Public Service Commission of South Carolina
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Public Items: Items DEC and DEP, in their discretion, make available at no charge to any third
party, including an Affiliate, upon request.

Service Company: Duke Energy Business Services, LLC (DEBS) and Progress Energy Service
Company (PESC), which are affiliates that provides shared services to DEC, DEP and their
affiliates.

Technology And Trade Secrets: For the purposes of these Guidelines “Trade Secrets” is defined
as information, including a formula, pattern, compilation, device, method, technique, or process,
that: (I) derives independent economic value, actual or potential, from not being generally known
to, and not being readily ascertainable by proper means by, other persons who can obtain economic
value from its disclosure or use; and (2) is the subject of efforts that are reasonable under the
circumstances to maintain its secrecy. Technology is scientific, engineering or technical
information which is patented or is a trade secret.

B. INFORMATION SHARING RESTRICTIONS

1. Customer Information

• Customer Information may be disclosed to an Affiliate, Nonpublic Utility Operations
(NUO) or any third party only with the Customer’s prior consent.
• Consent to disclosure of Customer Information (“Cl”) to Affiliates or NUOs may be by

written authorization, electronic authorization or recorded verbal authorization upon
providing the Customer with the information set out in Attachment A to the Code of
Conduct.

• Departments providing CI to Affiliates or NUO must retain verification of the
authorization for the longer of three years or as long as the authorization remains in
effect.

• Exception: DEC/DEP may disclose CI to Affiliates, NUO or third parties as necessary for
the Affiliate, NUO or third party to provide goods or services to DEC or DEP.
• Affiliates and/or NUOs receiving CI under this exception must agree to protect the

confidentiality of CI they receive. Employee training or information technology non
disclosure statements may be used to meet this requirement.

• Agreements with third parties should provide for the protection of CI.

• CI may be used by DEBS/PESC employees to market or sell products or services to
customers of DEC/DEP only in support of:
• NCUC or PSCSC approved rate schedules or programs; or
• Marketing efforts managed and supervised directly by DEC/DEP.

• DEBSIPESC employees with access to Cl may not act as an improper conduit of this
information. For example, employees must not provide indirect access to the data, or
recommend action based on the CI, to any DEBS/PESC or other Affiliate or NUD
employees who have not been granted proper access to the information.
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• Any improper disclosure of CI requires promptly filing a statement with the NCUC
describing the circumstances of the disclosure, the results of the disclosure, and the
mitigating and/or other steps taken to address the disclosure, and the Legal Department
must be informed ofthe disclosure to facilitate this notification.

2. Confidential Systems Operation Information

• Confidential Systems Operation Information (“CSOI”) may not be disclosed to an Affiliate
or NUO unless it is disclosed to all competing non-Affiliates at the same time and in the
same manner.

• Exceptions:
• The CSOI is provided to employees of DEC or DEP for the purpose of implementing,

and operating pursuant to, the Joint Dispatch Agreement in accordance with the
Regulatory Conditions approved in Docket Nos. E-7, Sub 986 and E-2, Sub 998;

• The CSOI is necessary for the performance of services approved to be performed
pursuant to one or more Affiliate utility-to-utility service agreements.

• The disclosure is required by law or a state or federal regulatory agency or court.
• The CSOI is provided to employees of DEBS or PESC pursuant to a service agreement

filed with the Commission pursuant to G.S. 62-153.
• CSOI may be provided to Utility Affiliates for the purpose of sharing best practices and

improving the provision of regulated utility service.
• The CSOI is provided to an Affiliate pursuant to an agreement filed with the

Commission pursuant to G.S. 62-153, provided that the agreement specifically describes
the types of information to be disclosed.

• Sharing of CSOI is permitted if it is otherwise essential to enable DEC/DEP to provide
Electric Services to its Customers, or for compliance with the Sarbanes-Oxley Act of
2002.

• However, certain reporting requirements are triggered by use of this exception. Consult
with the Legal Department prior to sharing Operation Information under this
exception.

• Employees receiving CSOI under these exceptions must protect the confidentiality of
information they receive and may not improperly share this information with other
Affiliate or NUO employees who are not permitted to have access to this information.
Employee training or information technology non-disclosure statements may be used to
communicate these requirements.

• DEC. DEP, DEBS and PESC’s employees with access to CSOI may not act as an
improper conduit of this information. For example, employees must not provide indirect
access to the data, or recommend action based on the CSOI, to any DEBS/PESC or
other Affiliate or NUO employees who have not been granted proper access to the
information.
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Any improper disclosure of CSOI requires promptly filing a statement with the NCUC
in Docket Nos. E-7, Sub 986C, or E-2, Sub 998C, respectively, describing the
circumstances of the disclosure, the CSOI disclosed, the results of the disclosure, and
the mitigating and/or other steps taken to address the disclosure, and the Legal
Department must be informed ofthe disclosure to facilitate this notification.

3. Market and Transmission Information

• The FERC Affiliate Restrictions and the Standards of Conduct prohibit the disclosure of
DEC/DEP’s market information arid non-public transmission information to market-
regulated power sales affiliate (otherwise known as a non-regulated affiliate). FERC defines
market information as: “non-public information related to the electric energy and power
business including, but not limited to, information regarding sales, cost of production,
generator outages, generator heat rates, unconsummated transactions, or historical generator
volumes. Market information includes information from either affiliates or non-affiliates.”
The FERC Standards of Conduct prohibit the disclosure of DECIDEP’s non-public
transmission system information to marketing function employees. Information regarding
the Standards of Conduct and inappropriate disclosures is explained in Duke Energy’s
FERC Standards of Conduct Compliance Procedures found at www.ferc.duke-energv,com.

• Any handling or disclosure of DEC/DEP’s market information or non-public transmission
information by DEBS/PESC or its employees which results in (a) a violation of the FERC
Affiliate Restrictions or Standards of Conduct, (b) the posting of such data on an OASIS or
other Internet website, or (c) other public disclosure of the data, requires that DEC/DEP
promptly file a statement with the NCUC. The Legal Department must be informed of any
such occurrence to facilitate this notification.

C. AFFILIATE AGREEMENTS

1. Filing Requirements

• Before DEC/DEP may make payment to an Affiliate for services not already approved, it
must obtain prior NCUC approval.

• DEC/DEP must file all other affiliate agreements with the NCUC for notice. This notice
must be at least 60 days in advance of the transfer of DEC/DEP’s technology or trade
secrets, provided, however, that DEC and DEP are not required to provide advance notice
for such transfers to each other.

• Before filing an affiliate agreement with the NCUC, DEC/DEP must submit it to the Public
Staff-NCUC at least 10 days in advance for informal review.

• DEC/DEP must make available to the ORS copies of affiliate agreements involving
payment by DECIDEP to an Affiliate.

• Service Level Agreements (“SLA”) may be considered affiliate agreements that trigger
these filing and approval requirements. Contact the Legal Department before entering into
an SM between DEC/DEP and any Affiliate.
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• DEC/DEP must obtain PSCSC approval pj to the transfer of any utility asset valued at
greater than $1 million to any party; and must provide 30 days advance notice to the NCUC
prior to the transfer of any utility asset with a gross book value in excess of $10 million to
any party.

• Under both North and South Carolina law, DEC/DEP bears the burden of showing that
affiliate transactions are reasonable and prudent.

‘ Existing Agreements

• Copies of filed and approved affiliate agreements are available for review on the Portal
under Rates and Regulatory department.

• On December 1, 2011, DEC and DEP jointly filed in Docket Nos. E-7, Sub 986A and E-2,
Sub 998A the following affiliate Service Agreements to which they were parties:

Service Company Utility Service Agreement
> Operating Companies Services Agreement
> Operating CompaniesfNonUtility Companies Service Agreement

Nuclear Services Agreement

• Brief descriptions of these agreements follow:
> Service Company Utility Service Agreement — It is expected that Franchised Electric

& Gas employees whose job responsibilities involve providing services to different
operating companies will be employed by DEBS or PESC and will provide services
to DEC and DEP, as well as the other Utility Affiliates under this agreement.
Operating Companies Services Agreement — Under this agreement, DEC and DEP
and their Utility Affiliates may provide certain services to each other. With the
exception of services provided by DEC to DEP and vice versa, the Utility Affiliates
will request services from each other using Service Request for Affiliates form.

> Operating Companies/NonUtility Companies Agreement — Under this agreement,
DEC and DEP and their non-utility Affiliates may provide certain services to each
other under a Service Request for Affiliates form.

> Nuclear Services Agreement — Under this agreement, DEC, DEP, DEBS, PESC, and
Florida Power Corporation, dlb/a/ Progress Energy Florida, Inc., may provide certain
various services to each other to support management and operation of the nuclear
plants.
Pursuant to North Carolina Regulatory Condition No. 5.4, DEC and DEP filed lists
with the NCUC of the services they intend to obtain under each of these Service
Agreements. Before obtaining any services that are not on the appropriate list, DEC
or DEP must give the NCUC 15 days advance notice.

With the exception of the Nuclear Services Agreement, which was first filed with the NCUC on
December 1, 2011, these agreements supersede in their entirety DEC’s affiliate service
agreements previously filed in Docket Nos. E-7, Sub 795A and E-7, Sub 810.

• Contact the Legal Department before obtaining or providing goods or services from or to
an Affiliate that are not covered by Affiliate Agreements.
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D. COST ALLOCATION & TRANSFER PRICING RULES

1. Cost Allocations

Corporate Governance and Shared Services
• DEC/DEP and its affiliates may use joint corporate oversight, governance, corporate

support and utility support systems and personnel. These services are provided by
DEBS and PESC under the Service Company Utility Service Agreement (see Affiliate
Agreements above)

• Costs must be allocated or charged back on a fully distributed cost basis and are subject
to review by state regulators. Charging methods are described in the Service
Agreement.

• DEC/DEP must perform periodic evaluations that show shared services are cost-
beneficial to it on a service by service basis.

• Joint Purchases
• Generally: DEC/DEP and its affiliates may capture economies of scale in joint

purchases of goods and services (excluding: electricity or ancillary services intended for
resale, or coal or natural gas — see special provision below) or the joint development of
an asset if (a) the purchase results in cost savings to DEC/DEP’s Customers, and (b) the
costs are allocated appropriately arid audit trail maintained.

• Coal and Natural Gas: DEC, DEP, Duke Energy Florida, Duke Energy Indiana and
Duke Energy Kentucky may capture economies-of-scale in joint purchases of coal and
natural gas for consumption, if these purchases result in cost savings to DEC/DEP’s
Customers. However, if any of the jointly purchased coal or natural gas is transferred to
or used by another Affiliate within 12 months of the joint purchase, DEC or DEP must
file a notice with the NCUC.

• The Legal Department must be informed of any such transfer to facilitate this
notification.

2. Transfer Pricing Rules

Types of Transactions
• Affiliate or NUO Providing Goods or Services to DEC/DEP

• Refer to “Filing Requirements” above.
• DEC/DEP must perform a “make or buy” analysis.
• For goods and services provided to DEC/DEP by Duke Energy Corporation, a Non-

Utility Affiliate, or an NUO, the transfer prices should be the lower of the supplier’s
fully distributed cost or market value.

• For goods and services provided to DEC/DEP by each other or another Utility Affiliate,
the transfer price maybe at supplier’s fully distributed cost.

• Transfer pricing rules apply to Affiliates acting as subcontractors to other Affiliates
providing goods or services to DEC/DEP.
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Exceptions:
• Corporate governance, corporate services and utility support services (discussed above)

may be provided at fully distributed cost.

DEC/DEP Providing Services to AffihiatesfNUO
• Refer to “Filing Requirements” above.
• Tariffed services provided by DEC or DEP to Duke Energy, other Affiliates, or an NUO

shall be provided at the same prices and terms that are made available to Customers
having similar characteristics with regard to Electric Services.

• Untariffed services provided by DEC/DEP to Duke Energy, a Non-Utility Affiliate, or
an NUO should be transferred at the higher of market value or DEC’s or DEP’s fully
distributed cost.

• Uritariffed services provided by DECIDEP to each other or another Utility Affiliate
should be transferred priced at the supplier’s fully distributed cost.

• Loaned Employees
• DEC/DEP may assign an employee to an Affiliate or NUO if the assignment does

not interfere with or impair DEC/DEP’s utility responsibilities or business
operations.

• Responsibility for all liabilities to third parties and any legal or other related
expenses that arise in connection with the work of the employee lies with the
Affiliate.

DEC/DEP Providing Goods/Assets to AffihiatesfNUO and the transfer or Use of Utility
Assets/Goods not subject to Intercompany Asset Transfer Agreement

• Tariffed goods provided by DEC or DEP to Duke Energy, other Affiliates, or an NUO
shall be provided at the same prices and terms that are made available to Customers
having similar characteristics with regard to Electric Services.

• Untariffed goods provided by DEC or DEP to Duke Energy, a Non-Utility Affiliate, or
an NUO should be transferred at the higher of market value or DEC’s or DEP’s fully
distributed cost.

• Determining the appropriate price requires consideration of fully distributed cost, market
price evaluation and an appropriate allocation methodology (see below).

• Affihiates/NUOs may use DECIDEP’s goods or assets without charge in connection with
the performance of work for DEC/DEP if they would permit a third party supplier to
have the same access to such goods or assets without charge.

• DEC/DEP may share Public Items with its Affiliates/NUOs without charge.
• No materiality threshold on transfers to / from non-Utility or non-Regulated Utility

affiliates.
• In each instance, the Legal Department must be contacted prior to any such transfer

to facilitate an asset transfer agreement.
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• Transfer of Technology or Trade Secrets
Transfer, including sublicense, of technology or trade secrets by DEC or DEP to an
Affiliate requires 60 days prior notice to the NCUC. Software developed by or on
behalf of DEC or DEP typically constitutes technology or trade secrets, which may also
include proprietary manuals, technical processes, etc. The following procedure should
be followed in the event of a request to transfer and provide use of technology or trade
secrets to an Affiliate:
• Notice: The Code of Conduct requires 60-days notice to the NCUC in advance of

the transfer of technology or trade secrets, unless the transfer is between DEC and
DEP. If circumstances warrant, DEC or DEP may request a waiver of the advance
notice requirement, but the notice period CANNOT be less than 20 business days.
The department (Or its department financial contact) transferring or allowing use of
the DEC or DEP technology or trade secret to an Affiliate must notify the Legal
Dept or Rates - Carolinas before the beginning of the advance notice period. Details
of the transaction, including description and appropriate compensation support,
sufficient to make the filing with the NCUC must be provided in time to meet the
notice requirement. If the transferring department requires assistance with
determining the pricing methods or other transfer requirements, additional time to
consult with Legal or Rates — Carolinas should be allowed for in advance of the
notice period

• Transfer pricing: GeneralLy, DEC and DEP are compensated for such technology
and trade secret transfers at the higher of market or fully-distributed cost, subject to
the conditions and/or exceptions discussed in this section. Market and cost
comparison procedures to be followed (as well as applicable exceptions) are further
discussed in the “Pricing Rules Compliance Documentation — Transfer or Sharing of
Goods/Products” section below. The transferring department, along with the
department financial contact if necessary, must ensure that the appropriate
accounting entries are recorded to compensate DEC and DEP according to the
transfer pricing requirements

• Supporting documentation describing the technology or trade secret transferred, as
well as the pricing support documentation must be maintained by the transferring
department.

• Sharing CI or CSOI
Sharing DEC/DEP’s CI or CSOI is strictly limited, as described in Sections B.l & 2
above. In the event CI or CSOI is provided to an affiliate (or third party), the NC Code
of Conduct requires that all costs incurred in assembling, compiling, preparing, or
furnishing the information be recovered from the requesting party.
• “All costs” means fully-distributed cost and includes any overhead or allocable cost

associated with the labor cost incurred to provide the information as well as any
incremental systems, materials/supplies, or other costs identified with the
transaction.

• Although the CI or CSOI is specific to DEC/DEP, the employees providing the Cl
or CSOI, or providing a service using DEC/DEP Cl or CSOI, may be utility or
Service Company employees. Charging fully distributed cost must have the effect
of removing the applicable labor and other dollars from either DEC/DEP direct
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charges, or from a pooi of Service Company dollars, which are otherwise direct-
charged, distributed, or allocated to DEC/DEP. The following process should be
followed to bill or charge costs associated with providing CI or CSOI:

The department or group providing the CI or CSOI must develop a method
to appropriately price out the transaction or activity (if the activity is
recurring). For example, a per-transaction price may be developed by
observing the average time involved in completing a service using CI,
applying a proportionate labor rate plus associated overheads, then
multiplying by a number of transactions (tracked or estimated) for the
accounting period, to compute a charge to the Affiliate or third party. Less
complex methods may be appropriate to charge for one-time or infrequent
transactions.

• The department or group providing the CI or CSOI will provide sufficient
detail to its department fmancial contact to enable the contact to make the
appropriate journal entry to record the charge (or to bill the third party if
applicable). The department financial contact must ensure that the
appropriate accounting entries are recorded.

• Supporting documentation describing the transaction, as well as the pricing
determination support, must be maintained by the department providing the
CI or CSOI or the applicable department.

• Wholesale Power Sales or Purchases
• Require FERC approval.
• May require Advance Notice to NCUC and approval by State Commissions, depending

on the circumstances.

• Pricing Rules Compliance and Documentation
• Performance of Services
Every DEC/DEP department that performs services for Affiliates should conduct, or cause
to be prepared, a periodic market analysis to compare the department’s current fully
distributed cost to the equivalent market prices. Similarly, when it obtains services from an
Affiliate (other than Corporate Governance and Shared Services or under the Utility-to-
Utility exception), each DEC[DEP department should perform, or ensure that the Affiliate
performs a market comparison for such services and document its rationale for selecting the
Affiliate.

• Transfer or Sharing of Goods/Products
DEC/DEP should conduct periodic market to current cost comparisons for utility assets such
as facilities, vehicles, equipment and information technology property, which are shared
with or used by Affiliates. The market versus cost evaluation is applicable to any such
assets provided on an ongoing basis or as the result of an individual ITansaction. Similarly,
when DEC or DEP uses assets owned by an Affiliate, they should perform or ensure that the
Affiliate performs a market comparison for such assets.

For the transfer or sharing of items developed, created or constructed by DECIDEP or an
Affiliate (regardless of whether the item is a capital asset), DEC/DEP departments should
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perform a market comparison to determine the appropriate price, taking into consideration
the following as applicable:

• The fully distributed cost to DEC/DEP or the affiliate to develop the item;
• The appropriate allocation of such costs for items that will be shared, such as software;
• The market price to purchase the item “off the shelf”, if available; and
• The market price to hire a professional to develop the item.

Exceptions

• No Comparable Market Exception. If no comparable market exists, the goods or
services should be priced at fully distributed costs. A DEC/DEP department relying on
this exception should document how it determined that no comparable market exists.

• Joint Purchase/Development Exception. The Code permits the use of shared corporate
governance and shared support and permits joint purchases among DEC/DEP and
affiliates. Therefore, Duke Energy may establish a project to jointly develop an item to
be used by multiple business units, including DEC/DEP, provided that the costs are
allocated appropriately and accounting records are maintained to reflect the cost sharing.
Similarly, DEC/DEP and its affiliates may jointly procure goods or services from third-
party suppliers.

• Use ofAssets in the Performance of Services. Affiliates may use DEC/DEP goods or
assets without charge in connection with the performance of work for DEC/DEP if
DEC/DEP would permit a third party supplier to have the same access to such goods or
assets without charge.

E. REGULATORY OVERSIGHT

• DEC and DEP are required to file a detailed Carolinas CAM and Annual Affiliate Transactions
Report with the NCUC. The CAM and Report are subject to regular audit by the NCUC Public
Staff.

• DEC and DEP are also required to maintain infomation on affiliate transactions for review by
the PSCSC and ORS upon request.

• Corporate Audit Services performs an annual audit of Affiliate transactions.
• Independent audit of transactions under the Services Agreements occurs no less than every 2

years.

F. COMPLAINT PROCEDURE

The Code of Conduct requires DEC/DEP to follow established procedures to resolve any
complaints which may arise due to the relationship of DEC/DEP with Duke Energy Corporation,
its other Affiliates, or its Nonpublic Utility Operations. Complaints could originate from any
source, including customers, potential suppliers, alliance partners, competitors, etc., or could be
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referred to the Company by the NCUC, PSCSC, Public Staff, or ORS. The following steps
comprise the procedure to follow in the event of a complaint:

• Any verbal or written complaints will be referred to Duke Energy Rate Support, Strategy and
Research department contact below (written complaints forwarded by the NCUC, PSCSC,
Public Staff or ORS are automatically received by the Rate Support, Strategy and Research
Department).

• The Rate Support, Strategy and Research department will provide written notice to the
complainant within 15 days indicating that the complaint was received.

• The Rate Support, Strategy and Research department will conduct or coordinate the
investigation of the complaint, provide the results of such investigation to the Legal
Department for review and input, and report back the status or results of the review to the
complainant within 60 days of receiving the complaint.

• A log of complaints received and the related documents will be maintained by the Rate
Support, Strategy and Research department for audit purposes.

Note: Any complaints received via the Ethics Line will be handled separately according to
the procedures establishedfor Ethics Line.

SUBJECT MATTER EXPERTS & RESOURCES

Name Area Phone
Brian L. Franklin Legal — State Rules 980.373.4465
Kendrick Fentress Legal — State Rules 919.546.6733
Paul Kinny Legal — FERC Rules 980.373.6609
Chris Whicker FERC Corporate Compliance 704.382.2869
Mark Hollis Corporate Compliance 704.382.7511
Lesley Quick Rates & Regulatory Strategy 704.382.8468

Note: Departtnentfinancial contacts referred to in the guidelines above are in the Financial Planning and Analysis
organization.
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F. SHARED SERVICES COST DISTRIBUTION PROCESS

Services designated as “shared support” for purposes of the North Carolina Regulatory

Conditions and Code of Conduct, are Services that are corporate or general utility in nature and

are used by multiple business units. These services are provided pursuant to a Utility Service

Agreement filed with the NCUC.

The list of services conforms to the service category descriptions included in Attachment 2

of the Service Company Utility Service Agreement, and represents the shared services offered that

DEC and DEP intend to obtain under this agreement. DEC and DEP are required by the North

Carolinas Utilities Commission to update the list of services as necessary. Interim changes to this

list require filing with the Commission, with 15 days advance notice of the proposed changes.

The shared services cost distribution process is the method by which costs of the Services

Company are fully distributed.

The objectives of the cost distribution process are to:

• Meet regulatory requirements.

• Ensure that each affiliate shares in and is appropriately charged for the relevant shared

services costs.

• Assist affiliates in understanding the cost drivers and basis for allocation of shared services

costs that affect their operating results.

• Provide an accounting model whereby affiliates can see how much is allocated to them for

each shared service.

Costs for shared services are distributed to affiliates within Duke Energy through (1) direct

charges, (ii) distribution or (iii) allocation. Costs are direct charged to the extent possible. Costs

that cannot be direct charged can be distributed to the applicable business units using specific

percentages if known. Costs that cannot be direct charged or distributed are allocated to the

business units receiving the benefit using reasonable allocation methods as described in the

“Shared Services Cost Distribution Details” section of this manual. Services are charged to

Affiliates on a fully distributed cost basis and include labor and non-labor costs. As part of a fully

distributed cost, an overhead component is charged to Affiliates as a percentage of Service
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Company labor costs, whether direct charged, distributed or allocated. This overhead represents

the cost o[ shared services provided by shared services employees.

The Corporate Accounting group is responsible for developing the following allocation

factors, which serve as the basis for the allocation of costs that have not been direct charged or

distributed. Final allocation factors distributing costs to each affiliate sum to 100% for each cost

pooi, thus clearing out 100% of costs to be allocated each month. Interim adjustments to

allocation factors are made only for material transactions, such as an acquisition or divestiture of

an affiliate, and for major company reorganizations.

Corporate Accounting reviews Service Company allocation factors annually. Typically

during the budget process, rates are recalculated and implemented for actuals at the beginning of

the following year. These rates are reflected in the Service Company allocation rate schedule

included in the Cost Allocation Manual.

The Service Company also charges for certain services under the Service Company Utility

Service Agreement. Types of pass through costs typically handled by the Service Company may

include:

1. Finance & Accounting Services
2. Insurance Premium Expense
3. Advertising Expense
4. Community Relations Projects
5. Donations
6. Employee Benefits Expense
7. Dues / Subscriptions
8. Merger Execution Costs
9. Research & Development
10. Miscellaneous Lease / Rent Expense
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G Guidelines and Procedure for Charging
DECIDEP for Costs Originating with Service
Company

On a regular basis, Service Company employees provide support to DEC and DEP. All

Service Company resources used to support DEC or DEP must properly charge DEC/DEP through

(i) direct charges, (ii) distribution or (iii) allocation. Charging fully distributed cost to DEC or DEP

is normally accomplished with the application of a percentage loaded on direct labor. Service

Company management is accountable for employees appropriately charging their costs. An Affiliate

Rules and Transactions Computer Based Training (CBT) (emphasis on DEC/DEP) is available in

the Training Connection on the Portal.

The following procedure addresses employees’ and management’s responsibilities.

A. General Guidelines

1. Hours worked by Service Company employees in direct support of DEC or DEP are

charged directly to DEC or DEP.

2. First-line supervisors should review and approve, when appropriate, source

documentation resulting in a charge by Service Company to DEC/DEP (timesheets,

employee expenses, etc.).

3. First-line supervisors are responsible for reviewing reports that show monthly charges to

their responsibility center. These reports would include any charges incurred by the

responsibility center to DEC/DEP.

4. Service Company to DEC/DEP transactions are covered under the Service Company

Utility Agreement.

B. Time Reporting

When a Service Company employee provides direct support to DEC or DEP:

1. Hours worked by Service Company employees in direct support of DEC/DEP are

charged directly to DEC/DEP.
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2. Management approvals are required for non-exempt employee timesheets, as well as

exempt employee timesheets for vacation carryover or paid supplemental compensation.

3. The financial system will automatically load time reported to DEC/DEP with labor

loads of fringe benefits, payroll taxes, incentive pay and unproductive time, as

applicable.

C. Labor Allocations

Service Company employees provide services to DEC/DEP at fully distributed cost.

Allocation of costs described in items 1 through 5 below are applied as a cost factor to labor

charged to DEC/DEP.

Below are the various Cost components of labor loads. The rates for these items may be

adjusted during the year to properly accrue the associated actual or anticipated cost.

1. Fringe Benefit Allocation

Fringe benefits are employee benefits such as retirement, and medical and dental

insurance. These costs are generally accrued as they are earned. Actual fringe benefit

costs are charged to the appropriate administrative and general FERC account. These

costs are then allocated via a loading factor that is based on labor. This allows the proper

distribution of fringe benefits between operating and capital projects as well as among

Affiliates.

2. Payroll Tax Allocation

Payroll taxes include state unemployment, federal unemployment, social security and

Medicare. Payroll taxes are accrued as they are incurred. Actual payroll taxes are

charged to the appropriate payroll tax account. These costs are then allocated via a

loading factor that is based on labor. This allows the proper distribution of payroll tax

between operating and capital projects as well as among Affiliates.

3. Incentive Allocation

Incentives are accrued via a loading factor applied to labor charges by a Service

Company employee.
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4. Unproductive Cost Allocation

An unproductive cost allocation is applied to productive labor charges by the Service

Company employee. Service Company allocates unproductive costs pro rata to

productive labor, either via a monthly ratio or standard rates.

5. Service Company Overhead

A Service Company overhead rate is based on historical enterprise and governance

overhead charged to Regulated Utilities in the following functions: Information

Systems, Transportation, Human Resources, Materials Management, Accounting, Public

Affairs, Legal, Finance, Facilities, Internal Auditing, Environmental, Health and Safety,

Investor Relations, Planning, and Executive.
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H. SHARED SERVICES COST DISTRIBUTION

DETAILS

See the following charts for descriptions of services provided and associated

allocation methods andfactors.
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I. GUIDELINES AND PROCEDURE FOR CHARGING

AFFILIATES FOR COSTS ORIGINATING WITH

DEC OR DEP

On occasion, DEC/DEP’s employees may be requested to provide support, subject to

availability, to Affiliates and NUO. DEC/DEP’s management is responsible for ensuring that use of

all company resources to support Affiliate work is properly charged to the Affihiate/NUO. Rules

regarding affiliate agreements between DEC/DEP and any Affihiate/NUO are described in E.

Guidelines for Transactions Between DEC/DEP and Affiliates incorporated in this CAM.

DEC/DEP will charge the Affihiate/NUO fully distributed cost or the higher of cost or market value

as appropriate. Charging the AffiliatelNUO either market or fully distributed cost is normally

accomplished with the application of a percentage loaded on direct labor charges. Other charges

may be made separately to account for vehicle charges, employee expenses, materials and supplies,

contract services, etc. DEC/DEP’s management is accountable for the review and approval of all

charges from the utility in support of AffiliatefNUO work. An Affiliate Rules and Transactions

CBT (emphasis on DEC/DEP) is available in the Training and Education page on the Portal.

In October 2013, DEC and DEP filed with the NCUC an Advance Notice Pursuant to

Regulatory Condition 5.6 re Revisions to Cost Allocation Manual. The Companies proposed to

revise the CAM to eliminate the utility-to-utility affiliate loader for labor charges between DEC and

DEP and to eliminate any distinction between the two Companies for purposes of calculating

Service Company allocations, with the new changes to take effect on January 1, 2014. Going

forward, the costs covered by the utility affiliate loader would be handled by utility departmental

allocations and a change to the Service Company allocation hasis. These steps will eliminate the

need for a utility affiliate loader between the two Companies, because the costs of the utility affiliate

loader can be addressed in a simplified fashion between the two Companies. The utility affiliate

loader will still apply for all labor charged outside of the Companies to their affiliates.
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The following procedure addresses employees’ and management’s responsibilities.

A. General Guidelines

1. Hours worked by DEC/DEP employees in direct support of an Affihiate/NUO are

charged directly to the Affiliate.

2. First-line supervisors should review and approve, when appropriate, source

documentation resulting in a charge by DECIDEP to an AffihiateINUO (timesheets,

employee expenses, etc.).

3. First-line supervisors are responsible for reviewing reports that show monthly charges to

their responsibility center. These reports would include any charges incurred by the

responsibility- center to an AftiliatefNUO.

4. Transactions originating with DEC/DEP and charged to an Affiliate typically require the

completion of a Service Request form. The process and eForm can be found on the

Portal under Rates & Regulatory.

B. Time Reporting

When a DEC/DEP employee supports an AffiliatelNUO:

1) Hours worked by DEC/DEP employees in direct support of an AffihiatefNUO are

charged directly to the Affiliate/NUO.

2) Overtime hours worked by a non-exempt employee during a week should be applied

first to the AffihiatefNUO project, up to total hours worked on the project.

a) If overtime pay is charged to the utility but not the AffihiateINUO in a time reporting

period, the reason for the exception shall be fully documented and maintained by the

supervisor for a minimum of two years.

b) For example, a non-exempt employee works 50 hours for a given week, 10 of which

must be paid as overtime. Twenty of the 50 hours were in support of an Affiliate

project. That project should be charged 10 hours overtime and 10 hours straight-time.

3) When a semi-monthly exempt employee provides support to an AffihiatelNUO , and

overtime is worked, the employee’s regular semi-monthly pay is prorated to the utility

and the AffihiatelNUO based on the number of hours worked for each.

Last Revised, March 2014 Page 42



Duke Energy Carolinas and Duke Energy Progress
Docket No. E-7, Sub 986A and Docket No. E-2, Sub 998A

Cost Allocation Manual

4) Management approvals are required for non-exempt employee timesheets, as well as

exempt employee timesheets for vacation carryover or paid supplemental compensation.

5) The financial system will automatically load time reported to an Affihiate/NUO with

labor loads including fringe benefits, payroll taxes, incentive pay, and unproductive

time, as applicable. If market value is to be charged, journal entries will be made by the

business finance support group to appropriately adjust the costs to market. The

overhead cost factor includes the following components: department administrative

overheads, corporate governance, employee training, Service Company-related shared

services, facilities, and supervisory costs.

C. Labor Allocations

DEC/DEP employees may provide services to their regulated Utility Affiliates at DEC’s or

DEP’s fully distributed costs and DEC/DEP employees may provide services to Duke

Energy Corporation, a Non-Utility Affiliate, a non-regulated Utility Affiliate or NUO at

the higher of fully distributed cost or market value, subject to certain exceptions. The

mechanism for charging is generally a cost applied to labor charges and a market value

journal entry if applicable. Allocation rates described in items 1 through 10 below are

applied as a cost factor to direct labor charged to an Affihiate/NIJO.

Below are the various cost components of labor loads. The rates for Items 1-4 maybe

adjusted during the year to properly accrue the associated actual or anticipated cost. Items

5-10 are components of Duke Energy’s Regulated Utilities FE&G labor cost multiplier

and are updated annually. Items 5-10 do not apply to transactions between DEC and DEP.

1. Fringe Benefit Allocation

Fringe benefits are employee benefits such as retirement, and medical and dental

insurance. These costs are generally accrued as they are earned. Actual fringe benefit

costs are charged to the appropriate administrative and general FERC account. These

costs are then allocated via a loading factor that is based on labor. This allows the proper

distribution of fringe benefits between operating and capital projects as well as among

business units.
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2. Payroll Tax Allocation

Payroll taxes include state unemployment, federal unemployment, social security and

Medicare. Payroll taxes are accrued as they are incurred. Actual payroll taxes are

charged to the appropriate payroll tax account. These costs are then allocated via a

loading factor that is based on labor. This allows the proper distribution of payroll tax

between operating and capital projects as well as among business units.

3. Incentive Allocation

Incentives are accrued via a loading factor applied to direct labor charges by the

DEC/DEP employee performing work for an Affiliate/NUO.

4. Unproductive Cost Allocation

An unproductive cost allocation is applied on the basis of direct labor charges by the

DEC/DEP employee performing work for an Affihiate/NUO. DEC/DEP allocates

unproductive costs pro rata to direct labor, either via a monthly ratio or standard rates.

It is Duke Energy’s intent to calculate Items 5-10 below on a total Regulated Utilities

FE&G basis with the calculations to be performed annually. Annualized costs (either

historic or projected), which best align with the current organization will be used in the

calculations.

5. Administrative Overheads

An Administrative Overhead Rate will be applied on the basis of direct labor charges.

Administrative Overheads include:

Departmental administrative functions (Business Support and General Office

Executive Management) labor and non-labor costs, e.g., training, employee

expenses, Information Management costs for administrative functions by major

functional department.
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6. Corporate Governance

A corporate governance cost rate is applied on the basis of direct labor charges. The

corporate governance rate is based on corporate governance costs allocated to FE&G.

7. Employee Training Costs

An employee training cost rate is applied on the basis of direct labor charges. The

employee training-related costs factor will be developed by identifying the direct

labor charges for those within Regulated Utilities that perform employee training-

related tasks. Such training provides employees with the knowledge and skills

necessary to perform their job duties, for professional development, and to maintain

professional or technical licenses or for certifications required for business

operations.

The employee training cost rate is based on the total direct labor charges of the

groups within Regulated Utilities that perform employee training-related tasks.

8. Service Company Costs

A service company cost rate is based on historical enterprise and governance overhead

charged to Regulated Utilities in the following functions: Information Systems,

Transportation, Human Resources, Materials Management, Accounting, Public Affairs,

Legal, Finance, Facilities, Internal Auditing, Environmental, Health and Safety, Investor

Relations, Planning, aiid Executive.

9. Facilities Cost

The facilities cost rate is applied on the basis of direct labor charges. The facility cost

rate is based on the annual cost structure for corporate facilities, i.e. (Energy Center and

South Tryon, Plainfield, Cincinnati oftice buildings, and Progress Energy office

buildings), and the number of employees occupying these facilities to arrive at an

average facility cost.
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10. Supervisory Costs

The supervisory cost rate is applied on the basis of direct labor charges. The supervisory

cost rate represents the cost of supervision related to a Regulated Utilities employee

performing work for an Affiliate Business unit. The basis for determining such costs is

through the analysis of supervisory labor cost as a factor of Regulated Utilities employee

labor cost.

D. Premium Services (Non-affiliate transactions)

Premium services are unregulated services provided by DEC/DEP to its electric

customers. All costs related to premium services are either direct-charged or allocated

to non-utility accounts. Costs identified in subsections C. I. through C.4. above are

automatically allocated based on labor charges to premium services processes. An

additional multiplier rate is also applied to labor charged to these premium services

processes to cover costs such as facilities, administrative and corporate overheads,

employee training and supervision, and shared services.
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K GUIDELINES AND PROCEDURE FOR CHARGING

DEC/DEP FOR COSTS ORIGINATING WITH

UTILITY AFFILIATES EXCLUDING THE SERVICE

COMPANY

On occasion, Utility Affiliate (Duke Energy Indiana, Duke Energy Kentucky, Duke Energy

Ohio-Transmission and Distribution or Duke Energy Florida) employees may be requested to

provide support, subject to availability, to DEC/DEP. Affiliate management is responsible for

ensuring that the use of all company resources to support DEC/DEP is properly charged to

DEC/DEP. The Utility Affiliate will charge its fully distributed cost to DEC/DEP. Charging

DEC/DEP fully distributed cost is normally accomplished with the application of a percentage

loaded on direct labor charges. Other charges may be made separately to account for vehicle

charges, employee expenses, materials and supplies, contract services, etc. The Utility Affiliate

management is accountable for the review and approval of all charges from the Utility Affiliate in

support of DEC/DEP work. An Affiliate Rules and Transactions CBT (emphasis on Duke Energy

Carolinas) is available in the Training Connection on the Portal.

Please reference Section I which addresses the October 2013 filing that eliminated the need for a

utility affiliate loader between DEC and DEP.

The following procedure addresses employees’ and management’s responsibilities.
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A. General Guidelines

1. Hours worked by the Utility Affiliate employees in direct support of DEC/DEP are

charged directly to DEC/DEP.

2. First-line supervisors should review and approve, when appropriate, source

documentation resulting in a charge by Utility Operations to DEC/DEP (timesheets,

employee expenses, etc.).

3. First-line supervisors/managers are responsible for reviewing any reports that detail

monthly charges to their responsibility center. These reports would include any charges

incurred by the responsibility center to DEC/DEP.

4. Utility Affiliate to DEC/DEP transactions typically require the completion and approval

of a Service Request form, unless DEC or DEP is requesting the service from the other.

The process and eForm can be found on the Portal under Rates & Regulatory.

B. Time Reporting

When a Utility Affiliate employee supports DEC or DEP:

1. Hours worked by the Utility Affiliate employees in direct support of DEC/DEP are

charged directly to DEC/DEP.

2. Management approvals are required for non-exempt employee timesheets, as well as

exempt employee timesheets for vacation carryover or paid supplemental compensation.

3. The financial system will automatically load time reported to DEC/DEP with labor loads

including fringe benefits, payroll taxes, incentive pay, and unproductive time, as

applicable. If market value is to be charged, journal entries will be made by the

Regulated Utility Financial Planning & Analysis group to appropriately adjust the costs

to market. The overhead cost factor includes the following components: department

administrative overheads, corporate governance, employee training, Service Company-

related shared services, facilities, and supervisory costs.
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C. Labor Allocations

Utility Affiliate employees provide services to DE/DEP at fully distributed cost. The

mechanism for charging DEC/DEP is generally a cost adder applied to labor charges and a

market value journal entry if applicable. Allocation rates described in items 1 through 10

below are applied as a cost factor to direct labor charged to DEC/DEP. Below are the

various cost components of labor loads. The rates for Items 1-4 may be adjusted during

the year to properly accrue the associated actual or anticipated cost. Items 5-10 are

components of Duke Energy’s Regulated Utilities labor cost multiplier and are updated

annually.

1. Fringe Benefit Allocation

Fringe benefits are employee benefits such as retirement and medical and dental

insurance. These costs are generally accrued as they are earned. Actual fringe benefit

costs are charged to the appropriate administrative and general FERC account. These

costs are then allocated via a loading factor that is based on labor. This allows the proper

distribution of fringe benefits between operating and capital projects as well as among

business units.

2. Payroll Tax Allocation

Payroll taxes include state unemployment, federal unemployment, social security and

Medicare respective to each Utility Affiliate. Payroll taxes are accrued as they are

incurred. Actual payroll taxes are charged to the appropriate payroll tax account. These

costs are then allocated via a loading factor that is based on labor. This allows the proper

distribution of payroll tax between operating and capital projects as well as among

business units.
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3. Incentive Allocation

Incentives are allocated via a loading factor applied to direct labor charges by each Utility

Affiliate employee performing work for DECIDER

4. Unproductive Cost Allocation

An unproductive cost allocation is applied on the basis of direct labor charges by each

Utility Affiliate employee performing work for DEC/DEP. Each Utility Affiliate

allocates unproductive costs pro rata to direct labor, either via a monthly ratio or

standard rates.

It is Duke Energy’s intent to calculate Items 5-10 below on a total Regulated Utilities

basis with the calculations to be performed annually. Annualized costs (either historic

or projected), which best align with the current organization will be used in the

calculations. See I. Guidelines and Procedures for Charging Affiliate for Costs

Originating with DEC/DEP details of Items 5-10. Items 5-10 do not apply to

transactions between DEC and DEP.

5. Administrative Overheads

6. Corporate Governance

7. Employee Training Costs

8. Service Company Costs

9. Facilities Cost

10. Supervisory Costs
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L. GUIDELINES AND PROCEDURE FOR CHARGING

DEC/DEP FOR COSTS ORIGINATING WITH

NON-REGULATED AFFILIATES

On occasion, employees of Non-Regulated Affiliates may be requested to provide support,

subject to availability, to DEC/DEP. (Non-Regulated Affiliates’ management is responsible for

ensuring that use of all company resources to support DEC/DEP work is properly charged to

DEC/DEP.) Rules regarding affiliate agreements between Non-Regulated Affiliates and DEC/DEP

are described in E. Guidelinesfor Transactions Between DEc’/DEP and Affiliates incorporated in

this CAM. Non-Regulated Affiliates will charge DEC/DEP the lower of fully distributed cost or

market value as appropriate. Charging DEC/DEP either market or fully distributed cost is normally

accomplished with the application of a percentage loaded on direct labor charges. Other charges

may be made separately to account for vehicle charges, employee expenses, materials and supplies,

contract services, etc. Non-Regulated management is accountable for the review and approval of all

charges from Non-Regulated Affiliates in support of DEC/DEP’s work. The following procedure

addresses employees’ and management’s responsibilities.

The following procedure addresses employee’s and manager’s responsibilities.

A. General Guidelines

1. Hours worked by employees of Non-Regulated Affiliates in direct support of DEC/DEP

are charged directly to DEC/DEP.

2. First-line supervisors should review and approve, when appropriate, any source

documentation resulting in a charge by Non-Regulated Affiliates to DEC/DEP

(timesheets, employee expenses, etc.).

3. First-line supervisors are responsible for reviewing reports that show monthly charges to

their responsibility center. These reports would include charges incurred by the

responsibility center to DEC/DEP.

4. Non-Regulated to DEC/DEP transactions typically require the completion and approval

of a Service Request form. The process and eForm can be found on the Portal under

Rates & Regulatory.
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B. Time Reporting

When a Non-Regulated employee supports DEC or DEP:

1. Hours worked by Non-Regulated employees in direct support of DEC or DEP are

charged directly to DEC or DEP.

2. Management approvals are required for non-exempt employee timesheets, as well as

exempt employee timesheets for vacation carryover or paid supplemental compensation.

3. The financial system will automatically load time reported to DEC or DEP with labor

loads including fringe benefits, payroll taxes, incentive pay, and unproductive time, as

applicable. If market value is to be charged, journal entries will be made by the Non-

Regulated Affiliate’s financial group to appropriately adjust the costs to market.

C. Labor Allocations

Non-Regulated employees provide services to DEC or DEP at the lower of fully

distributed cost or market value. The mechanism for charging DEC or DEP is generally a

cost adder applied to labor charges. When appropriate to charge market, a market value

journal entry is made. Allocation rates described in items 1 through 10 may be applied as

a cost factor to direct labor when charging DEC/DEP.

Below are the various cost components of labor loads which may be applied to labor when

Non-Regulated Affiliates do work for and charge DEC or DEP. The rates for items 1-4

(specific to Non-Regulated Affiliates) may be adjusted during the year to properly accrue

the associated actual or anticipated cost. Items 5-10 may also be included as components

of Non-Regulated Affiliates’ labor cost multiplier.

1. Fringe Benefit Allocation

Fringe benefits are employee benefits such as retirement and medical and dental

insurance. These costs are generally accrued as they are earned. Actual fringe benefit

costs are charged to the appropriate administrative and general FERC account. These

costs aie then allocated via a loading factor that is based on labor. This allows the proper
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distribution of fringe benefits between operating and capital projects as well as among

business units.

2. Payroll Tax Allocation

Payroll taxes include state unemployment, federal unemployment, social security and

Medicare. Payroll taxes are accrued as they are incurred. Actual payroll taxes are

charged to the appropriate payroll tax account, These costs are then allocated via a

loading factor that is based on labor. This ailows the proper distribution of payroll tax

between operating and capital projects as well as among business units.

3. Incentive Allocation

Incentives are allocated via a loading factor applied to direct labor charges by the Non-

Regulated employee performing work for DEC or DEP.

4. Unproductive Cost Allocation

An unproductive cost allocation is applied on the basis of direct labor charges by the

Non-Regulated employee performing work for DEC or DEP. Non-Regulated Affiliates

allocate unproductive costs pro rata to direct labor, either via a monthly ratio or standard

rates.

See I. Guidelines and Proceduresfor Charging Affiliate Jhr Costs Originating with

DEC/DEP details of Items 5-10.

5. Administrative Overheads

6. Corporate Governance

7. Employee Training Costs

8. Service Company Costs

9. Facilities Cost

10. Supervisory Costs
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M. TYPICAL TRANSACTIONS BETWEEN DECIDEP
AND AFFILIATES COVERED UNDER SEPARATE

AGREEMENTS

The following are some of the typical transactions that DEC or DEP conducts with one another

or their affiliates under separate agreements not otherwise discussed in this manual. These

agreements and others can be found on the Rates and Regulatory Portal page.

A. Bison Insurance (DEC)

Duke Energy’s Insurance program requires that costs be identified and allocated to the

business units based upon their contributions to the risk of the entire company. The

programs are designed to encourage risk control, early claims reporting, and efficient claims

management and allow for cost-based pricing.

This is accomplished by transferring the insurable losses across the company to the captive

insurance companies, generally after a small business unit deductible is met. The captives

also reinsure their risk in excess of its retention (an additional deductible) with unrelated

third party reinsurance companies. The captives charge premiums to business units that

participate in the program to cover the aggregate cost of reinsurance and the estimated

retained losses at the captives. This works essentially the same way commercial insurance

works where the losses of a few are covered by the premiums of many.

The primary types of costs to be allocated are:

• retained losses and related loss adjustment expenses

• insurance premiums

Duke Energy has developed specific premium calculation methodologies for each line of

coverage (i.e. general liability, property, workers’ compensation and directors and officers),

which is similar to how commercial insurance underwrites risk.

Insurance premiums (costs) are generally allocated on a blended basis of exposure and

historical loss experience (frequency and severity).

Last Revised, March 2014 Page 56



Duke Energy Carolinas and Duke Energy Progress
Docket No. E-7. Sub 986A and Docket No. E-2, Sub 998A

Cost Allocation Manual

B. Intercompany Asset Transfer Agreement

Agreement among Duke Energy Carolinas, LLC, Duke Energy Progress, Progress Energy

Florida, Inc., Duke Energy Ohio, Inc., Duke Energy Indiana, Inc. and Duke Energy

Kentucky, Inc. regarding the transfer of assets, compensation, payment, warranties and

indemnification.

C. Tax Sharing Agreement

Duke Energy Corporation, as parent of a consolidated group of companies, tiles federal

income taxes on behalf of its affiliates who are members of its consolidated group. Under

Duke Energy Corporations Tax Sharing Agreement, which is applicable to all members of

Duke Energy’s consolidated group, income taxes allocable to Duke Energy Corporation are

accrued by it and consolidated group members on a stand-alone basis.

D. Utility Money Pool Agreement

Establishes a cash management program (the “Utility Money Pool”) to coordinate and

provide for certain short-term cash and working capital requirements.

E. Facilities (DEC)

Provides for the lease of certain office space by DEBS in buildings owned by DEC.

F. Asset Management and Delivered Supply Agreement (AMA)

Provides for DEC to be the asset manager for all natural gas supply and capacity for both DEC

and DEP. The AMA facilitates coordination and optimization of natural gas capacity and

supply rights owned by DEC and DEP to reduce the cost of providing electric service to both

DEC’s and DEP’s native load customers.
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N. OTHER

A. Audit Principles & Guidelines

An audit trail shall exist with respect to transactions between DEC/DEP and its

affiliates.

Corporate Audit Services will have complete access to affiliate records necessary

to ensure that cost allocations and affiliate transactions are conducted in accordance

with established policies and procedures and regulatory requirements. Auditors will

have complete access to affiliate records to ensure availability of relevant information

necessary to evaluate whether subsidization exists. The auditors, not the individual

affiliates, will determine what is relevant for a particular audit objective. Limitation

of access would compromise the audit process and impair audit independence.

Cost allocation documentation will be made available to Corporate Audit

Services for periodic review of the allocation policies and procedures and to any

jurisdictional regulatory authority when appropriate and upon request. Any entity

required to provide access to its books and records can, and is encouraged to, make

arrangements as necessary and appropriate to ensure that competitively sensitive

information provided in the course of the audits be kept confidential by Corporate

Audit Services and/or regulatory authorities.

Transactions between DEC/DEP and its Affiliates/NUOs will be reviewed at a

minimum annually by Corporate Audit Services.
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